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The purpose of this statement is to respond to the Energy Resources 
Conservation Board "Report on Field Pricing of Gas in Alberta" which was 
released in late August 1972 and also outline new Alberta natural gas 


policies. 


At this time, however, it would be appropriate to briefly review important 
steps which have been taken by the new Administration during the past year 


and future plans concerning Alberta's natural resources. 


IMPORTANT STEPS TAKEN TO DATE 

During Phase 1 of our Administration, the Government: 

ats Established a new Natural Resource Revenue Plan for crude oil (see 
Appendix A) for a five-year period involving an increased return of 
$70 million per year, exclusive of price and production increases, 
complemented by an Exploratory Drilling Incentive System to 


encourage drilling new field wildcats. 


Ze Commenced a review of existing policies regarding the export of. 
natural gas. As a preliminary step, the Government requested the 
Energy Resources Conservation Board to conduct a special hearing on the 
whole matter of field pricing of natural gas in Alberta, particularly 


from the point of view of the Alberta public interest. . vee 


Digitized by the Internet Archive 
In 2024 with funding from 
Legislative Assembly of Alberta - Alberta Legislature Library 


https://archive.org/details/ableg_33398003067013 


8 We 
During the period since assumption of office, the Alberta Cabinet has 
held in abeyance approval of permits for increased removal of natural 
gas from the Province pending review of existing policies in light of 


current and anticipated conditions. 


Amended The Mines and Minerals Act to accelerate the turnover of 
petroleum and natural gas rights, to assist in stimulating exploration 


activity in the ‘Province. 


Made the approval by Cabinet of the Syncrude application for a second 

oil sands plant subject to important conditions being assured. 

These conditions include: 

= Canadian citizens who are Alberta residents to have an opportunity 
to purchase an equity in the project of a nature, kind of allocation, 


and distribution to be approved by the Government 3 


a the applicant to undertake to use engineering services, and 
construction firms of Alberta residents; purchase equipment and 
supplies manufactured in Alberta; and, to employ Alberta residents; 


and, 


= insofar as reasonable, to ensure that the production and manufacture 


of by-products developed from the operation will be carried out in 


Alberta. 
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IMPORTANT STEPS TO BE TAKEN IN FUTURE 
It should be clear that the new Administration in Alberta is in the 
process of conducting a complete review and substantial revision of 
natural resource policies for this energy endowed Province to establish 


new directions for the balance of the 1970's. 


The Government is developing a new natural resource revenue and royalty 
plan for natural gas; a new oil sands development policy; and new policy 


directions for coal, forest products and other natural resources. 


Because these various polictes are in the development stage it is premature 
to comment Turtheron them at this ’time: ‘There will naturally be 


consultation with industry on these matters prior to implementation. 


In regard to the new natural resource revenue and royalty pian for naturai 
gas, its timing of implementation and content will be significantly 
influenced by the manner in which industry reacts to the Energy Resources 
Conservation Board recommendations on Field Pricing of Gas in Alberta 

and the positions of the Alberta Government as set forth in this statement. 
ENERGY RESOURCES CONSERVATION BOARD REPORT ON FIELD PRICING OF GAS IN ALBERTA 
The Energy Resources Conservation Board study on field pricing of natural gas, 
which was requested by the Government last January, was the first such review 
undertaken in Alberta. The written submissions and evidence presented at 

the hearing and the overall findings and recommendations of the Energy 


Resources Conservation Board as reflected in its August 1972 Report confirm 
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this Government's initial views that such a hearing would be in the 
Alberta public interest. As indicated at the time that the Government 
asked the Energy Resources Conservation Board to conduct such a hearing 
and to advise us on specific matters, we stated: 
"The Alberta Government has a responsibility to determine whether 
Alberta is receiving maximum benefit from the marketing of its 
natural gas outside the province and has decided that the matter 
requires detailed review." 


The Government specifically asked the Board to advise it on: 


(a) factors which influence field prices for natural gas and their 
suitability in the Alberta public interest; 


(b) the pricing provisions of present contracts for the purchase of 
natural gas for marketing outside the province and their suitability 


in the Alberta public interest; 


(c) present and anticipated field prices of natural gas in Alberta and 
their suitability in the Alberta public interest; and 


(d) possible modifications or alternatives to current practice affecting 
field price which would enhance the benefit to all residents of the 
province. 

The Government is now in a position to make a policy response to the Energy 

Resources Conservation Board Report on Field Pricing of Gas in Alberta, a 

copy of which has been distributed to each member of this Legislature. 


This policy response today has important implications for the livelihood and 


the quality of life of every Albertan. 


The Report is of great significance to the citizens of Alberta for a number 


OL reasons: 


ie Natural gas is a depletable, non-recurring natural resource; about 


80% of these Alberta reserves are owned by the citizens of Alberta 


through the Provincial Government; 


v6. In 1971 Alberta provided 81% of the natural gas supply for Canada; 
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Alberta is currently permitting removal of about 84% of its annual 
natural gas production from the province. (In other words, for 
every cubic foot consumed in Alberta, five cubic feet are being 


exported from the province.) 


The value of natural gas removed from Alberta in 1971 was in the order 
of $220 million based on an average field price of 16¢ per Mcf. Ata 


price of 3l¢ per Mcf. the value would be increased by $206 million. 


The growth rate over the period 1968 to 1971 averaged 16.3% per year. 
The production in 1972 should be more than double the production of 


uoG7 . 


In its administration of The Gas Resources Preservation Act, the 
Energy Resources Conservation Board ensures that there be supplies of 
gas adequate to meet Alberta's growing requirements for 30 years before 
authorizing removal of gas from the Province. The Board has regard 
both for established reserves of gas and the near-term trend in their 


growth in its appraisal . of these supplies. 


In 1971, Alberta permitted the removal of 1,386 Bcf. of reserves, or 


about 3% of the 45.31 trillion cubic feet of remaining proved marketable 


reserves as of December 31, 1971; 


The cash flow received by producers from natural gas sold for consumption 


outside Alberta is partially channelled to the Alberta Government in the 
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form of royalties and also payments for leases of Government-owned 
gas rights and most of the balance is utilized by these producers for 
further exploration and development, either within Alberta or to an 
accelerated degree in the northern part of Canada. In 1971, royalties 
received from gas and gas products amounted to about $21 million and 
$15 million, respectively. In addition, sales of Crown reserves and 
petroleum and natural gas rentals provided revenues of about $24 million 


and $69 million, respectively. 


Out of a total labour force in Alberta of 696,000 people, over one-third 


are directly or indirectly employed by the oil and gas industry. 


There is no prorating of natural gas in Alberta so production for 
removal from the Province is dependent upon Cabinet approval of permits 
for export. (Supply contracts are usually negotiated for long term 


periods of between 20-25 years.) 


There has been no Alberta Government control over the price of gas 
sold for removal from the Province, although the Alberta Public Utilities 
Board has the power to control the price at the wellhead of natural gas 


produced for consumption within Alberta; and 


The price at which Alberta gas is ultimately distributed to the 


» 


consumer in Eastern Canada or to the United States is rigidly controlled 


by various other government regulatory authorities. 
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ALBERTA GOVERNMENT RESPONSE TO THE FINDINGS AND RECOMMENDATIONS OF THE 
BOARD REPORT Stee 


The major Energy Resources Conservation Board findings and recommendations 


relating to its study on the field pricing of gas in Alberta are summarized 


in the attached Appendix B to this statement. 


The Government views of the Energy Resources Conservation Board findings 


and recommendations are: 


(A) 


Gree te? levand sk +22) 

Regarding factors which influence field prices and their suitability 

in the Alberta public interest - the Government fully concurs with 

all the findings and all the recommendations as set forth in Appendix 

Bi However, the Government is of the view that in addition to increased 
competition in the ene te of Alberta natural gas, a strong position by 
the Alberta Government in support of higher prices for natural gas 
leaving the Province will have a significant impact. It should be 

noted that the Government has shifted its emphasis since November 1971 
from merely supporting increased export markets to an emphasis on the 


pricing aspects of gas being removed from the Province. 


The Government is also watching with interest the recent action by 
Pan-Alberta Gas Ltd. which has been sponsored by the Alberta Gas Trunk 


Line Co. Ltd. for the purchase and resale of excess natural gas in 


Alberta over a 5-year period. 


: . 
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(3) 2 reed) 3) 


Regarding the pricing provisions of present contracts for the purchase 
Ofenatural gas for marketing outside the Province and their suitability 


in the Alberta public interest - the Government fully concurs with all 
the findings of the Board and in particular item (d) that the inclusion 
of price redetermination provisions in gas purchase contracts are 
essential.to the public interest. The Government fully concurs with 
and endorses all the Board's recommendations in this part, including, in 
Datticular that i= 

-immediate price redetermination if action by the Canadian 

Government or the exporter results in an increased export 

price for the gas from Canada. 
The Government, although concurring with the Board's recommendations 
regarding frequency of price redetermination, is of the view that the 


price should be re-negotiated every second year. 


The Board Report stated, (Page 11-8): 


"Tf the Government concurs in these recommendations and were 

to endorse them, the Board believes that producers and buyers 

of gas would pattern future negotiations and contract provisions 
accordingly. Further, the Board believes the producers and 
buyers should have a full opportunity to review, reopen and 

amend those subsisting contracts which do not contain satisfactory 
price redetermination provisions. The Board does not believe 
Government intervention with respect to the contract provisions 

is necessary or desirable at this time but believes it would be 
appropriate for the Government to request the Board 


i) to require purchasers of gas for extra-provincial markets 
£0,163. Le with ithe: Board. particulars of the pricing 
provisions relating to all new contracts and all amend- 
ments or redeterminations made to subsisting contracts 
for the purchase of gas in Alberta, and 


(ici) to advise the Government in December 1974 of the extent 
to which new contracts and amendments to subsisting contracts 
* ’ . ‘ = os one 1 
reflect the pricing provisions endorsed by the Government.' 
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In this regard, the Government is prepared to provide producers and 
buyers an opportunity to review, reopen and amend those subsisting 
contracts which do not contain satisfactory price redetermination 
provisions. The Government urges producers and buyers to accelerate 


negotiation of price redetermination on all subsisting contracts. 


The Government has decided on a new policy to involve the Board in 
matters of pricing and hereby requests the Board to require purchasers 
of gas for extra-provincial markets to file with the Board particulars 
of the pricing provisions relating to all new contracts and all eee 
ments or redetermination made to subsisting contracts for the purchase 
of gas in Alberta. This information will remain confidential to the 
Energy Resources Conservation Board and to representatives of the 


Government. 


The Government does not concur with the timing suggested by the Board 
and requests the Board by April 1973 and annually thereafter to provide 
the Government with progress reports as to the extent to which new 
contracts and amendments to existing contracts reflect the pricing 


provisions herewith endorsed by the Government. 
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Regarding present _and anticipated field prices of natural gas in 
Alberta and their suitability to the Alberta publicainterset? =uthe 
Government fully concurs with the findings of the Board in all respects 


and in particular: 
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= The current average field price for gas in Alberta 
is some 16¢/Mcf, or less than the field value by at 
least 10¢/Mcf, and thus the current field price is not 
in the Alberta public interest (paragraph 11.41, a). 
(The current field price is less than 60% of the current 


field value.) 


- For gas under contract without provision for early price 
redetermination, the future price will not be adequate 
and in the Alberta public interest, unless these contracts 


are suitably amended. (Pareperaphsll41, ec) 


Although not specifically reviewed in the Board's report, the Board's 
practice of ensuring 30 years’ protection for Alberta's gas require- 
ments before authorizing removal of gas from the Province is also 


confirmed and endorsed by the Government. 


POSSIBLE ALBERTA GOVERNMENT ACTIONS TO OFFSET POSSIBLE DETRIMENTAL IMPACT 
OF RISING GAS PRICES ON ALBERTA CONSUMERS 


Chapter 10 of the Board Report dealt with possible modifications or 
alternatives to current practice affecting field price which would enhance 
the benefit to all residents of the Province. As part of this discussion 
the Board outlined the advantages and disadvantages of a two-price system 
for natural gas and alternatively the advantages and disadvantages of a 
subsidy to selected industries. The Board did not pass judgment on 


either a two-price system or industry subsidies. 
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A two-price system for gas is a system where the ultimate cost for Alberta 
gas delivered to Alberta consumers would be maintained at a lower level 


than prices for Alberta gas exported from the Province. 


There are three basic alternative courses of action available to Alberta 


regarding export of gas from the Province: 


(a) Continue with the past policy of a completely "hands-off" position in 
any involvement in price and allow larger and larger volumes of this 
depleting asset to be removed below its fair value - and hence fail in 
the Government's responsibility to the people to properly administer 


their resources. 


(b) Cut back upon the amount of gas allowed for export from the Province 
and accept the probability of substantially increased unemployment in 
the Province as well as greatly reduced revenues to the Government in 


order to provide services to our people. 


(c) Exercise pressure on the price of natural gas so that the people through 
their Provincial Government receive a fair and reasonable share and at 
the same time - as the return to the petroleum industry improves - create 


conditions to expand job opportunities. 


Obviously the last course of action is the only logical alternative for 


Albertans. It raises, however, the critical question of whether or not 
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in addition the Government should institute some form of two-price policy 
for gas so that Albertans who own the gas also have the extra benefit of 


lower than average cost for this desirable fuel. 


The Government has concluded as a policy decision that Albertans should have 
a_two-price system for natural gas. This decision is taken with the full 


knowledge of its ramifications and consequences. Therefore, in addition 

to striving for a fair price for the sale of the natural gas it essentially 
owns,;. the. Alberta Government will design a plan to offset most of the impact 
of increased prices for this energy source upon Alberta consumers. We 
believe that the mandate we received from the people of Alberta was a mandate 
to make major changes in policy and direction which would benefit the people 
of Alberta and we intend to make such changes. This is one of those major 


changes ! 


As a result of steps we initiated last January, new contracts for gas supply 
being offered today in Alberta are for prices significantly higher than 
those contained in the former contracts - although still below fair value. 
We intend to continue this effort until we are satisfied that the gas owned 
by the people removed forever from this Province is paid for at a price 


Which is fair to the citizens of our Province. 


The Government has reached this decision in part as a result of the Board's 
finding that with 84% of natural gas production removed from the Province, 
ateis clearly in the sean interest of Alberta to the extent of approximately 
$200 million per year by 1975 - for the Government to strive to increase 


the price at which natural gas is being sold for removal from this Province. 
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The Board thus found that it is in the Alberta public interest that Alberta 
field prices for natural gas be increased to the field value as defined in 


the Report. 


The Board therefore concluded that the current average field price for gas 
in Alberta is An meee less than the field value and that such a 
situation is not in the Alberta public interest. This finding illustrates 
clearly the magnitude of the sales of our depleting and non-renewable assets 
over the past few years for much less than its fair value. The effect of 
this abnormally low price for the sale of Alberta gas up to this date has 
had an obviously adverse effect on the extent to which new gas reserves have 
been discovered in Alberta to replace the depletion of the vast quantities 


which have been exported from the Province. 


The Government notes that, unlike gasoline refined from Alberta crude oil - 
where apparent competition exists under the free enterprise system - Alberta 
consumers of Alberta natural gas are denied any choice of purchase outlet 
and Alberta natural gas distributors are supplying natural gas at prices 


regulated by the Alberta Public Utilities Board. 


The Government has, therefore, concluded that it will take such action as 
is necessary to assure that Alberta's consumers of Alberta natural gas will 
not be significantly burdened by the consequences of higher prices, even 
though Alberta citizens will benefit many times over in other ways as such 


Higher prices. occur. 
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The Government notes the suggestion of the City of Edmonton for a 
residential gas rebate, presumably comparable to the existing homeowner 


tax rebate plan for property taxes, and is giving further consideration 


to this suggestion. 


The Government is also aware that there are some 15% of Alberta households 
still not enjoying the benefits of natural gas and has already announced 
its intention of embarking upon an extensive five-year program of reducing 
the number of Alberta households not having the benefit of this clean fuel. 
These new policies announced today will significantly improve the prospects 
of economical fuel costs for Hees) Albertans. Indeed, without such new 
policies the whole question of substantially expanding the provision of 
natural gas in the rural areas - particularly in areas of low density 
Population —~wwouldinot bel feasible. With this announcement, plans can 
now proceed on a logical and orderly basis to expand natural gas service 


to many more rural Albertans. 


Past natural gas policies have tended to thwart the growth of job oppor- 
tunities in this Province by failing to take advantage of the benefits of 
this clean, inexpensive and accessible fuel as a feedstock in such a way 
as to provide a competitive advantage for Alberta industry to compete with 
industries in Central Canada already enjoying the unfair advantage of 
inequitable transportation rates. The new Administration in Alberta is 


working to overcome this unsatisfactory situation. 
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In this regard, the Board's Report confirms the concern of the Alberta 
Government that the recent rapid increase in volumes to Eastern Canada 
has been primarily for industrial and commercial, rather than residential 
users. The Government concludes that past policies have permitted 
Eastern industrial plants to be subsidized by cheap Alberta gas and hence 


hold back industrial development in Alberta. 


The Government is presently designing the details of a proposed rebate 
system for Alberta natural gas consumers. The objectives of the system 
would be to shelter residents, commercial establishments and industry from 
the effects of significant gas price increases caused by the increasing 
value of Alberta gas in markets outside of Alberta. Such a system would 
be designed to protect Alberta consumers from the effects of gas price 
increases beyond those which would normally be expected due to rising costs 
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The Government's follow up to this policy statement would be to 


(A) Complete the design of the details of the proposed two-price rebate 


system for gas. 


(B) Assess the adequacy of the response to these new policies by the 


purchasers removing natural gas from Alberta. 


(C) Assess pending and future permits for export of gas from the 


Province in light of this policy statement. 


(D) Proceed with the design of expanded rural gas distribution systems. 
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(E) Finalize a new Natural Gas Revenue and Royalty Plan for the Province. 


(F) Proceed with establishing other new energy policies, including a new 


Oil Sands Development Policy. 


WHAT DOES ALL THIS MEAN TO ALBERTANS ? 


(1) It means Albertans' fuel costs will be the lowest in Canada. 


(2) It means Albertans through their government will start to 
receive a fair price for their natural gas taken out of the 


Province. 


(3) It means that Alberta's economy will become more competitive 
with the rest of North America and this should improve job 


opportunities for our citizens. 


(4) It means improving the prospects of finding the yet undiscovered 


new gas reserves in this Province as an asset for our people. 


The Government of Alberta believes that this policy statement today is not 
only in the best interests of Albertans but benefits all Canadians as it 
is an appropriate forward step in developing a new national industrial 


strategy based upon growth. 
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APPENDIX A 


The important features of the new Natural Resources Revenue Plan for crude 

oil included: 

(a) the Mineral Taxation Act passed by the Alberta Legislature in the 
1972 Spring Session will be proclaimed to take effect January 1, 1.973. 
The Act provides for the assessment and taxation of the rights to the 
remaining recoverable crude oil in the Province other than from oil 


sands; 


(b) the Government will replace the existing royalty regulations relating 
to crude oil under the Mines and Minerals Act with new regulations 
commencing January 1, 1973 to continue in force for the five-year 
period ending December 31, 1977; a new royalty schedule which we feel 
is more equitable; exemptions from the taxation of the rights to crude 
oil for those to whom the new royalty schedule is applied; a one-time 
option whereby a holder of rights to crude oil under lease from the 
Crown may elect to pay the new royalty rates in lieu of payment of 


this taxation; 


(c) the Government will not alter the royalty schedule for five years; and, 


(4) the Exploratory Drilling Incentive System has two Alberta public interest 


objectives: 


(i) to accelerate the discovery of additional crude oil and natural gas 


reserves within the Province; and 


(ii) to stimulate the economy in the rural areas of Alberta where most 


of this exploratory activity will take place. 
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Specifically, the Incentive System provides for a credit for each new 
field wildcat well drilled in Alberta to apply against taxes payable 
under The Mineral Taxation Act and against royalties and rentals and 
an exemption for a period of five years for each new field wildcat 
crude oil discovery well in Alberta from Crown royalty payments and 


taxation of the rights to crude oil. 
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APPENDIX B 


The Energy Resources Conservation Board Report on Field Pricing of Gas in 


Alberta contained the following findings and recommendations: 


A. 


Re 


: Factors Which Influence Field Prices and Their Suitabilit 


Re tractors wnicn sntiuence Field Prices and Their Suitability 
Board Findings 


if 


the degree of competition in buying at the field level 
has been the factor most influencing Alberta field prices 
and it likely will be the dominant feature in the future 
(earaorann wl 1 221.. 2): 


government policy and regulation affect field competition 
andsineimence the field price through tariff and price 
regulations of the NEB, the Canadian Government and various 
Provincial public utility boards., Particularly important 

is the effect of regulatory lag and the lack. of provisions 
for tracking price increases and for interim rate adjustments. 
United States and FPC policies have influenced Alberta field 
prices, (paracraph 11.21, b); 


the price of alternative energy sources should become an 
important factor influencing field prices (paragraph 11.21, c); 


the size and Location of reserves should be reflected’ in’ the 
pieldeprice of eas (paragraph 11.21, d); 


fie nature of occurance of natural gas (i.e. oil field gas) 
should not unduly influence the field price (paragraph 11.21, e); 


it would be contrary to the Alberta public interest if the 
price of gas were to be based on costs of discovering, developing, 
producing and processing gas (paragraph 11.21, f); and, 


it would enhance competition and be in the Alberta public 
interest if any gas producer or buyer could deliver his gas 
to any point. on the Alberta Gas Trunk Line Co. Ltd. system 
and receive equivalent gas at any other point (paragraph 


gE AT 


Board Recommendations 


devs 


Competition in the buying of Alberta gas in the field be 
increased (paragraph 11.22, a); 


Government policies and their administration and execution 
by regulatory authorities be reviewed with the objective of 
removing unnecessary restrictions and delays operating against 
the realization of the field value of gas (paragraph ll. 22540); 


and 
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oe The Alberta Gas Trunk Line Act be amended to provide authority 
for Trunk Line to effect interchange of gas in its system 
(paragraph 11.22, c). 


Re: The Pricing Provisions of Present Contracts in the Purchase of 
Natural’ Cas? for Marketing Outside Alberta and Their Suitability 


Board Findings 


We escalation provisions are in the Alberta public interest but 
the current rate of escalation amounting to less than two per- 
cent of the base price per year is low (paragraph 11.31, a); 


ae .an increase in base price equivalent to the value of prepayments 
would be more beneficial to the Alberta public interest than 
prepayments 'per se' (paragraph 11.31, b); 


Sie the rate of take currently in most frequent use (1 MMcf/day 
for each 7.3 Bef of reserves) is generally appropriate 
Gparaerapiak! 23 1skc); 


4, inclusion of price redetermination provisions in gas purchase 
contracts is essential to the Alberta public interest (paragraph 
Uys As ve ip aed 


De favoured nations provisions could have a beneficial effect in 
the Alberta public interest but price redetermination is more 
appropriate (paragraph 11.31, e); 


6. adjustments to price for energy content should be made on the 
basis of the actual heating value of the gas (paragraph 11.31, £). 


Board Recommendations 


ike a base price consistent with the field value of the gas at the 
time of the negotiation of the contract (paragraph 11.32, a); 


ve Tecular price escalation of 3 to 4 percent of the base price 
per year (paragraph 11.32, b); 


oe a rate of take reflecting a reserve life of approximately 
20 years (paragraph 11.32, ¢); 


4. price redetermination as frequently as practicable and at least 
every five years with the price to be renegotiated on the basis 
of changes in the field value of gas (paragraph pa ee sie 


ea immediate price redetermination if action by the Canadian Govern- 
ment or the exporter results in an increased export price for 
the gas (paragraph 11.32, aj: sand, 


G. 


B=3 


oF heating value adjustments on the basis of actual heating 
value (paragraph 11.32, f). 


Re: Present and Anticipated Field Prices in Alberta and Their 
Suitability 


ily The current average field price for gas in Alberta is some 
16¢/Mcf, or less than the field value by at least 10¢/Mcf, 
andethiss thescimrentetield priceMis not in the Alberta public 
interest, (paragraph Lll41, a): 


ip For gas under contract providing for early price redetermination 
and if there were effective competition in purchasing, the 
future price should reflect the field value in the Alberta 
pUbbLiGsinterest (paragraph 11°41, b); 


Sie For gas under contract without provision for early price 
redetermination, the future price will not be adequate and 
in the Alberta public interest unless these contracts are 
suitably amended (paragraph 11.41, c); and, 


4. Foneegaseto be placed under contract’ in ‘the future, if there 
were effective competition in purchasing, the future price 
would reflect the field value and be in the public interest 
(pabegeaph 11.41. ¢). 
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